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This paper is an examination of the Romanian economy. 
It begins with a basic description of socialist economies, 
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cialist economies. For purpose of comparison, the next sec- 
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socialist countries other than Romania. 

The section on Romania compares its economy to the so- 
cialist model; describes its formal structure, composition, 
and distribution; and identifies trade relations. It traces 
the development of the economy through the seven five-year 
plans from 1951-1985. It then highlights economic events 
that reflect dissent in Romania and economic reform programs. 

Useful definitions, tabular examples of Romanian trade, 
graphic displays of economic features, and the text of the 
1975 Helsinki Agreement which galvanized East European dis- 
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I. INTRODUCTION 



The Warsaw Pact countries of Eastern Europe--Bul gar ia , 
Czechoslovakia, East Germany, Hungary, Poland, and Romania-- 
have figured prominently in the history of the twentieth 
century. Events involving one or more of these countries 
have twice erupted into world wars. In both instances, 
strong nationalistic sentiments were key elements, providing 
both the fuel and the spark for massive upheaval. 

In the years since World War II, purely nationalistic 
fervor which led to bitter inter-nation rivalries and mili- 
tary conflict between the countries appears to have waned. 
Economic issues now predominate. It would be a mistake, how- 
ever, to presume that the potential for major disruption in 
the area has similarly declined. 

On the contrary, this potential has probably increased. 
The peoples of the Eastern European bloc countries now have 
a common, yet individualized, cause around which to rally-- 
reform of the central ly-pl anned economies to provide higher 
standards of living. Nationalistic identities as well as 
cultural and ethnic characters are evident in the different 
approaches to reform in each country. 

Since any reform movement in Eastern Europe is a direct 
challenge to the pre-eminence of the Communist Party within 
each country, it is also, either directly or indirectly, a 
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threat to the Soviet Union's hegemony in the region and to 
the legitimacy of Communist totalitarianism in the Soviet 
Union itself. This is a situation which the Soviet Union 
will not tolerate. Soviet military interventions in East 
Germany in 1953, in Hungary in 1956, and in Czechoslovakia 
in 1968 crushed reform movements which jeopardized the ex- 
isting political and economic order in these countries. 
They clearly demonstrate the importance the Soviet Union 
places on stable. Communist regimes in Eastern Europe and 
the extreme measures it is prepared to take to preserve the 
status quo in Eastern European countries. 

The situation in Poland since 1979 is the most recent 
example of the dilemma of Eastern European bloc countries 
with regard to economic reform. The emergence of the Soli- 
darity trade union, its demands for relaxation or elimina- 
tion of government controls, its persistent threats of work 
slowdowns or strikes, and its efforts to become involved in 
the legislative functions of the government exceeded the 
limits of Soviet tolerance. Fear of Soviet intervention was 
probably the major factor contributing to the imposition of 
martial law in Poland in December 1981 and the outlawing of 
Solidarity as a legitimate, recognized voice of the workers. 
While martial law and the subsequent repressive measures 
against dissident activity may have reduced the imminent 
danger of Soviet military action against Poland, they have 
done nothing to correct the underlying causes of popular 
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dissatisfaction with the economic conditions that gave rise 
to the Solidarity movement. 

In commenting on the events in Poland, Western media re- 
ports speculate on the development of similar economic con- 
ditions and socio-political turmoil in other Communist-ruled 
countries of the Eastern European bloc. Romania is often 
cited as the country most likely, after Poland, to be inca- 
pable of meeting the current economic needs of its citizens. 
In some cases, Romania has been charac ter i zed as a parasiti- 
cal country, expected to renege on the repayment of its out- 
standing debts to Western banks and organizations. 

This is an unfair judgment. The Romanian economy demon- 
strated considerable growth over the past decade, and the 
Romanian record of loan repayment, until recently, was good. 
It is only in the wake of developments in Poland, and in 
light of shallow comparisons of the two countries--basically 
noting that both have centrally-planned economies and there- 
fore share common def1ciencies--that Romania's ability and 
willingness to meet its scheduled repayments to the West have 
come into question. 

This is not to say that Romania has no economic problems. 
On the contrary, Romania faces serious difficulties. Its 
standard of living is among the lowest in Eastern Europe; 
shortages in basic necessities are acute; food lines are com- 
mon. Efforts to create economic ties with the West were se- 
riously affected by the worldwide recession. Export markets 
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that drastically declined in the late 1970' s are slow to be 
reestablished in the wake of the ongoing Western recovery. 

Unlike other Eastern European bloc countries, Romania 
cannot rely on subsidies or assistance from the Soviet Union 
to offset the effects of the Western recession on its econ- 
omy. In fact, Soviet actions exacerbate the problem. Roma- 
nia has often deviated from or openly opposed Soviet policy 
in matters of intra-bloc cooperation or foreign affairs. The 
Soviet Union is now using Romania's past maverick actions as 
an excuse to cut back on supplies of raw materials, particu- 
larly oil that is desperately needed for continued industrial 
development, or to charge full market prices for these goods. 
This is in distinct contrast to Soviet policy toward other 
Eastern European bloc countries. 

The combination of these adverse Soviet policies, declin- 
ing hard currency trade with the West, and, in particular, 
rising energy costs has had disastrous effects on the Roman- 
ian economy. Government promises of better living conditions 
by the mid-1980's will not be fulfilled. 

Romanians can, realistically, expect no positive change 
in their standard of living in the immediate or foreseeable 
future. In fact, conditions are more likely to worsen. As 
this occurs, potential for dissent from the long-suffering 
Romanian population increases. 

Long accustomed to foreign dominance or exploitation, Ro- 
manians have, until recently, stoically accepted government 
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demands for sacrifice in the name of economic progress. Only 
isolated protests against government policies and economic 
inefficiencies have occurred. 

As the government's self-proclaimed target date for eco- 
nomic prosperity nears, and with no improvement in living 
conditions likely, Romanian intellectuals have become more 
outspoken against the regime. Although there is no unified 
dissent movement and no vehicle like Poland's Solidarity Un- 
ion to coordinate protests, sporadic and spontaneous demon- 
strations against the government have increased. 

Economically motivated dissent could cause severe politi- 
cal problems for the Ceausescu government. In order to sig- 
nificantly improve Romanian living conditions, fundamental 
structural and bureaucratic changes must occur; however, such 
changes risk incurring Soviet action against Romania. 

How Romania deals with its problems has serious implica- 
tions for its relations with the Soviet Union, its Eastern 
European neighbors, and the West. An understanding of Roma- 
nia's economic development, goals, and needs could identify 
opportunities to influence these relationships to the advan- 
tage of the United States and our allies. 

A logical point from which to develop such an understand- 
ing of the Romanian economy is a description of the salient 
features of centrally-planned economies and an overview of 
how other Eastern European bloc countries are dealing with 
common problems and reform measures. 
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II. NATURE OF CENTRALLY -PL ANNED ECONOMIES 



Conventional Communists argue that central planning 
"enables society to overcome both the anarchy of production 
and the class war inherent in the capitalist mode of produc- 
tion." 1 According to theory, centrally-planned production 
should be more efficient than the apparently haphazard ap- 
proach of capi tal i sm. In practice, though, centrally-planned 
economies have a relatively poor record of "actually calcula- 
ting and implementing a plan for the efficient allocation of 
a nation's resources. "2 Even moderate success is not typical 
of the entire system; increased efficiency in one sector is 
invariably at the expense of all other sectors. In fairness, 
however, centrally-planned economies do tend to work well in 
backward countries with a pronounced need to "catch up" with 
industrial societies, but this is true only for the particu- 
lar area of concentrated ef fort--e . g . , greater production in 
heavy industries. 

Although the Soviet example serves as the model on which 
all other Communist central 1 y -pi a nned (or, in conventional 
Communist usage, "socialist") economies are based, it is not 

Michael Ellman, Socialist Planning , (New York: Cam- 

bridge University Pres"s^ 1979), pT l4 . 

2 1 b i d . , p . 9 . 
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surprising that specific applications of central planning 
principles vary as widely among the Communist-ruled (or "so- 
cialist") states as do those of market economics among "capi- 
talist" 3 states. Every country, no matter what its economic 
orientation, adopts only those economic features which are 
uniquely suited to its particular needs and circumstances. 
It is possible, however, to identify general characteristics 
of planning common to all socialist states. 

The three most important elements common to Communist 
centrally-planned economies are state ownership of the means 
of production, national economic planning, and political dic- 
tatorship. These elements are considered essential in order 
to achieve maximum control of all the economic resources of 
the society. The purpose of such control is the systematic 
pursuit of national objectives, which include "rapid economic 
growth and in particular rapid industrialization, an egalita- 
rian income distribution, and the development of the armed 
forces . " 4 



3 In the interest of brevity, throughout this study, use 
of the term "socialist" reflects conventional Communist usage 
for Communi st central ly-pl anned economies and Communi s t-rul ed 
states. It applies primarily to Warsaw Pact countries and to 
other Eastern European countries which have Communist govern- 
ments. It also is used to describe the principles and theo- 
retical applications of central planning. It specifically 
does not refer to countries which have elements of socialism 
in their economies but which maintain democratic governments, 
such as France and Greece. Similarly, the term "capitalist" 
refers to market economies in non-Communist states. 

^E1 1 man , p . 15. 
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A. BASIC PRINCIPLES OF SOCIALIST PLANNING 

The Soviet example provides the following four basic 
principles, rooted in Marxi s t-Leni ni s t theory, which are the 
foundation of central planning in all socialist economies: 

First, economic growth is a process in which both forces 
of production and the relations of production are developed. 
Therefore socialist planning concerns itself not only with 
purely production problems, but also with such questions as 
the ownership of production capability and the distribution 
of income. 

The Marxian definition of forces of production includes 
all factors of the abstract labor process: 1) labor power 
and the resulting natural science, technology, human skills 
inventions, and organization; 2) the subject of labor, which 
could be soil and water, raw materials or natural resources, 
or products of labor such as processed ores used in creation 
of other products; and 3) instruments of labor, which encom- 
pass such things as workshops, canals, roads, the earth it- 
self, and, the greatest productive power, the revol uti onary 
class. It is a description of many complex phenomena which 
permits i nterpreta ti on as both economic development or the 
creation of a new class. The term relations of production , 
according to Marx, refers to relations between men engaged 
in the productive process--the division of labor and distri- 
bution of functions, lines of authority, and employment of 
technology in the workpl ace--and, more importantly, property. 



14 



or ownership, relations, which are inevitable and independent 
of the will of men. Property ownership in the Marxist sense 
makes no distinction between the master to slave and the em- 
ployer to employee relationships. This is the crux of Marx- 
ist arguments in which the particular property form of capi- 
talism is seen to prevent full development of the economic 
system, human development of the working class, or both. By 
this definition, production relations inevitably are in con- 
flict with productive forces. ^ 

Second, economic growth is a unified process of produc- 
tion, distribution, exchange, and consumption. Of these, the 
decisive phase is production. 

Third, the only source of national income is from labor 
in the productive sphere. Expansion in the non-productive 
sphere is possible only on the basis of growth in the produc- 
tive sphere. 

Fourth, under socialism, the growth phase takes place si- 
multaneously in physical and money terms. Planning must be 
in both physical and monetary units. ® 

B. SPECIFIC CHARACTERISTICS OF SOCIALIST PLANNING 

In addition to the basic principles, Soviet-style plan- 
ning Is dominated by eight specific characteristics: 

^Michael Evans, Karl Marx, (Bloomington, IN: Indiana 
University Press, 19/S), pp. 63-64. 

^Ellman, pp. 16-17. 
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1. Partymindedness -- the plan must be a concrete ex- 
pression of party policy. It must examine all problems from 
a party point of view and evaluate them accordingly. 

2. Directive character -- planning is never suggestive 
in nature or merely a statement of desired goals. It takes 
the form of instructions that are binding on all participants 
in the economy. 

3. One-man management -- in each economic unit, one man 
has the appropriate authority to make decisions and is solely 
responsible to his superiors for the execution of orders. 

4. Scientific analysis -- plans do not embody subjective 
decisions by one official or organization for selfish mo- 
tives. They reflect careful examination and consideration of 
problems that confront the entire society and are designed 
with the common good in mind. 

5. Balance method -- double entry bookkeeping which en- 
sures that all plans are internally consistent. 

6. Address principle -- for each target, there is a cor- 
responding organization or agency responsible for oversight 
of all functions related to achieving the stated goal. 

7. Leading links -- at any given moment, the efforts of 
the planners and the allocation of material and human resour- 
ces are directed to achieving the planned goals in certain 
priority sectors of the economy. 

8. Commercial accounting -- each economic unit maintains 
its own profit and loss account. The aims are to stimulate 
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and encourage efficiency and, at the same time, to prevent 
waste and bureaucrati zation . 7 

Over the past three decades, the Eastern European Commu- 
nist bloc countries have, to some extent, evolved economies 
that are independent of the Soviet Union; however, they all 
adhere to these characteri st i cs as theoretical central fea- 
tures of the socialist economy. 

C. STRUCTURES AND PROCEDURES IN CENTRAL PLANNING 

In keeping with the Soviet model, all centrally-planned 
economies conform to certain structures and procedures. As 
a starting point, each has a central planning authority, usu- 
ally known as the State Planning Commission (SPC). This body 
is responsible for five specific tasks: 

1. determination of the criteria of economic cal- 
culation underlying planning decisions; 

2. determination and quantification of the targets 
to be reached in the planned period; 

3. co-ordination of the targets to ensure the in- 
ternal consistency of the plan; 

4. determination of appropriate methods to ensure 
plan fulfillment; and 

5. current revision of targets according to chang- 
ing conditions. 8 



?E1 1 man, pp. 17-19. 

®M. Pohorile (ed.), Ekonomi a po 1 i tyczna socjal izmu (The 
Political Economy of Socialism), Warsaw, PWE, 1968, p. 362, 
cited by J(ozef) Wilczynski, The Economics of Socialism , 
(Boston: George Allen and Unwin, 1982 ) , pp . 15-16 . 
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The end product of the State Planning Commission's deli- 
berations is the current output plan. This document embodies 
a variety of information and presupposes broad as well as in- 
depth knowledge on the part of the SPC. It specifies target 
production levels for the commodities deemed to be the most 
important to fulfilling planned goals. The number and type 
of priority commodities addressed in the plan vary signifi- 
cantly among the socialist countries. The Soviet Union's 
current output plan contains the largest number of priority 
commodities, 1000. 9 Czechoslovakia's plan addresses only 200 
commodities; Bulgaria's, 120; and East Germany's, the fewest, 
80.^0 Romania's current output plan contains 200 priority 
commodi ties. 11 

To develop the current output plan, the State Planning 
Commission begins with a statistical analysis of the previous 
year. It then studies developments in the first six months 
of the current year and forecasts what will occur in the next 
six months. Using these data and keeping the basic objec- 
tives of the Council of Ministers in mind, the SPC then con- 
structs central f i gures --tentat i ve , aggregate output targets 

^Wayne A. Leeman, Centralized and Decentralized Economic 
Systems, (Chicago: Rand McNally College Publishing Company, 
1 '9 7 7 ) , p. 22. 

10 Wi 1 czy nsk i , p. 17. 

^Andreas C. Tsantis and Roy Pepper, Romania: The Indus - 
trialization of an Agrarian Economy under Socialist Planning , 
(Washington, D.C.: The World Bank, 1979) , p . 43. 
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for the most important commodity groups as well as a list of 
the major investment targets--for the following year . 1 - 2 

Subordinate economic organi zations--f rom highest to low- 
est, ministries, subministries, and en terpri ses --use the con- 
trol figures as a guide and project potential outputs and 
required inputs to achieve them based on their knowledge and 
experience. Each level aggregates the input needs from its 
subordinate organizations and submits these figures to the 
next higher level. Each ministry submits the compiled data 
to the State Planning Commission. When the SPC receives the 
aggregate information, it must balance the supply and demand 
for each of the commodities. 

There are two common methods for balancing supply and de- 
* mand requirements at the SPC level. The first, material bal- 
ances for each commodity, is a yearly statement in physical 
terms of the total demand for and the total supply of a pro- 
duct. A typical example would consider all possible sources 
of a product (e.g., production capability, imports, and exis- 
ting stocks at suppliers at the beginning of the period) and 
all required distribution for the product (e.g., production- 
operation needs including production inputs and maintenance; 
construction; market fund; exports; increases in state re- 
serves for national disasters; increases in Council of Minis- 
ters reserves for distribution during the year to cover any 



l 2 Leeman, p. 22. 
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supply failures; and stocks at suppliers at the end of the 
period. ) 1 ^ 

This method is complex and cumbersome and requires sev- 
eral iterations to ensure internal consistency of output tar- 
get figures. It also focuses on each commodity individually, 
in isolation from all others. Vital relationships among com- 
modities may be overlooked in the planning process. Because 
of these significant shortcomings, use of the material bal- 
ances approach to planning has declined. The second method, 
inter-branch balances, has become the preferred approach in 
most socialist countries. 

Inter-branch balances is a highly sophisticated method 
that "can best be described as input-output analysis. It 
consists in working out a matrix flow which looks like a 
chessboard. It provides a synthetic and lucid picture of 
processes directed at production and distribution." 1 ^ 

The value of the inter-branch balances system is that it 
represents the entire economy in tabular form. It depicts 
the i nterrel ationshi ps among all the branches, thereby per- 
mitting cross-referencing in seemingly unrelated areas of the 
economy. An important advantage of this method is that it 

^Herbert S. Levine, "The Centralized Planning of Supply 
in Soviet Industry," Comparisons of the United States and 
Soviet Economies (Joint Economic Commi ttee , Congress of the 
United States, 5"6th Congress, First Session, 1959), pp. 162- 
163, cited in Leeman, p. 23. 

^Wi 1 czy nsk i , p. 18. 
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often permits identification of input needs that would not be 
considered or recognized using other methods of analysis. ^ 

After the State Planning Commission balances the supply 
and demand for each of the centrally-planned commodities, it 
submits the plan to the Council of Ministers. The Council of 
Ministers may approve the plan as submitted, or it may direct 
changes to target outputs, which then require rebalancing of 
the plan. 

Once the plan is approved by the Council of Ministers, 
the final step in the process is for the State Planning Com- 
mission to send it through the economic hierarchy. At the 
lowest level, the enterprises receive orders for delivery of 
outputs and authorizations for inputs. The enterprises then 
work out details of production and delivery schedules among 
themsel ves . 16 

D. COMPARISON OF SOCIALIST AND CAPITALIST ECONOMIES 

Since most of the socialist countries do not make de- 
tailed economic data available for international scrutiny, it 
is difficult to make statistical comparisons between social- 
ist states and capitalist ones. The utility of such a 



ISjhis is an application of an input-output analysis pro- 
cedure developed by W. W. Leontieff in 1931. For details on 
its construction see Wassily W. Leontieff, "Input-Output Eco- 
nomics," Scientific American , October, 1951, pp. 15-21. 
Campbell W. McConnel 1 , Economics , (New York: McGraw-Hill 
Book Company, 1981), pp. 651-653 , provides a good summary. 

^Leeman, p. 22. 
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comparison would be highly questionable because of large gaps 
and uncertainties in the information. However, it is possi- 
ble to learn a great deal about the nature of the socialist 
economies and political systems from the information that is 
published; so rough comparisons should not be rejected as 
completely useless. Often, best estimates or composite fi- 
gures can be quite revealing. 

Before beginning any comparison of socialist and capital- 
ist economies, it is important to note several caveats which 
strongly limit the conclusions that could be drawn from an 
examination of the information. Most important is the need 
to ensure that any figures used reflect the same calculations 
for both types of economies. As an example, gross national 
product (GNP) data are calculated differently in capitalist 
societies than in socialist ones, and the data cannot be 
equated directly from one system to the other. Official Com- 
munist sources use the term net material product (NMP) or na- 
tional income (NI) to describe concepts similar to Western 
GNP calculations; however, the figures derived from their 
calculations are approximately one-fifth smaller than if cal- 
culated by Western methods. ^ 

The second most important caveat is the need to recog- 
nize that writers in both economic systems tend to exaggerate 

1 ?Wi 1 czy nsk i , p. xiv. For definitions of commonly used 
socialist economic terms, see Appendix A. 
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the accomplishments of their own system and the failures of 
the other. Conversely, they also tend to downplay the suc- 
cesses of the other system and the deficiencies of their own. 

Beyond these cons i derati ons , parti cul ar constrai nts apply 
to the most common comparisons between capitalist and social- 
ist economi es --those dealing with per capita income and stan- 
dard of living indicators. Once again, direct comparison of 
data is neither advisable nor productive, for the following 
reasons : 

first, the Socialist figures are only rough esti- 
mates, involving complex adjustments of the official 
statistics of the Net Material Product in inconver- 
tible currency to the Western 6NP in convertible 
currency ; 

second, as a rule a Socialist centrally-planned 
economy devotes a lower proportion of its national 
income to current consumption (favouring higher 
investment and defence spending than is typical of 
a capitalist economy at the same level of economic 
development ; the rel ati' vely high Soviet spending 
on defence and space programmes largely explains 
why the observable standard of living is lower in 
the USSR than in Poland, Hungary, and Bulgaria; 

third, in the Socialist countries (as compared with 
the developed West) working hours are relatively 
long (42-50 a week against 36-42 a week) and annual 
holidays are shorter (2-3 weeks against 3-5 weeks); 

fourth, the range of consumer goods and services is 
usually smaller, and their quality (including ser- 
vice in shops) is poorer; there are frequent short- 
ages (and consequent queues and waiting lists); 
there is partial rationing in some of them (China, 
Cuba, Poland and Vietnam); and there are irritating 
restrictions on personal freedom. 

On the other hand, the facts that may detract from 
the standard of living may be compensated to vary- 
ing degrees in different Socialist countries by the 
absence of unemployment, the reasonable stability 



23 



of prices, the availability of comprehensive and 
generous social security and a more even distribu- 
tion of personal income and assets than is typical 
under capi tal i sm . 18 

Keeping these caveats and constraints in mind, there are, 
nevertheless, general comparisons between capitalism and so- 
cialism which can be both useful and instructive. The most 
important difference between the two economic systems is who 
assumes the responsibility and risks of investment. Because 
capitalism depends on private investment, development in any 
sector is always a function of individuals' interests and 
perceptions of potential benefits or losses. Although the 
profit motive can be extremely powerful, it does not guaran- 
tee investments. The possibility that key sectors of the 
economy could suffer from underinvestment while less vital 
areas are oversupplied is everpresent. 

On the other hand, under socialism, the state owns the 
means of production and Is responsible for investment. Ide- 
ally production goals, determined by central planners who are 
motivated by the needs of the country, not profits, drive the 
allocation of resources. At least in principle, planners 
will agree on the priority for and the degree of investment 
in each sector based on its importance to the overall econo- 
my. There is no individual risk involved. Personal prefer- 
ences and desires are, theore ti cal ly , eliminated. 

1 8 W i 1 c zy n s k i , pp. 213-214. 
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All conditions which may be described as advantages of 
socialist economies derive from this fundamental difference 
between capitalism and socialism. As already stated, the en- 
tire economy is goal -oriented, suggesting an explicit, under- 
stood, and accepted objective. For this reason, the economy 
is able to focus attention and concentrate resources in spe- 
cific areas. By so doing, dynamic and dramatic growth is 
possible and has been achieved in important sectors such as 
heavy industries. Since all efforts are directed toward ac- 
complishment of the objective, the socialist system is in 
effect dehumanized. In Communist theory, socialist economies 
are less susceptible to whim or to the vagaries of human na- 
ture than are capitalist economies (although the subsequent 
economic distortions of Mao, Khrushchev, and Gierek demon- 
strate the susceptibility of socialist states to the whims 
and excesses of individual leaders). 

The planning which is responsible for reducing suscepti- 
bility of the economy to fluctuations of interest also de- 
creases the potential, at least theoretically, for wasteful 
production practices. Because production goals and standards 
are set and because the profit motive is lacking, there is no 
reason to produce articles of varying quality, to overproduce 
certain items, to restrict supplies artificially, or to en- 
gage in expensive sales promotions. In addition, important 
outgrowths of planning are the elimination of unnecessary du- 
plication of effort and the control of employment. All work. 
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by definition, is productive and useful to society, and 
everyone is assured a job. 

This basic tenet of socialist philosophy, the dignity of 
labor, is incorporated into the very fabric of the economy. 
In theory, coupling of this concept with state ownership of 
the production capacity means that the workers control their 
employment situations. They are not merely employees, but 
also employers. Selfishly motivated exploitation of the 
workers and disruptive strikes are theoretically replaced by 
a spirit of cooperation. All workers share equally in the 
responsibility for achieving the set production goals. As a 
result, workers idealistically can expect an equal share in 
the outcome of their production efforts. According to Com- 
munist theory, there should be a more even distribution of 
income in socialist countries than in capitalist ones. Addi- 
tionally, although the overall standard of living in social- 
ist countries is lower than in capitalist societies, there 
should be very few examples of extreme poverty or extreme 
wealth. 19 (Once again, however, socialist practice does not 
conform to the theory. Political and military elites enjoy 
a standard of living well above that of the average citizen. 
They have access to better quality merchandise and services, 
including such "luxuries" as private homes and automobiles. 
For others in the system, basic survival is a struggle.) 

l^wilczynski, pp. 214-216. 
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The description of the advantages of socialism vis-a-vis 
capitalism may appear to be simplistic; however these are de- 
monstrable characteri sti cs of the system. It is interesting 
to note that the capitalist economies also attempt to control 
economic conditions to ensure full employment and develop a 
more equitable distribution of income. They come closest to 
achieving these goals through government regulation or when 
they adopt socialist practices in the production sector. As 
an example of the latter situation, workers in many factories 
have joined together to buy the plants where they work to en- 
sure their continued employment. Another example is prolif- 
eration of agricultural cooperatives in capitalist countries. 
Although participation in such ventures is voluntary, workers 
in capitalist countries, in ever-increasing numbers, are get- 
ting involved in activities that could be considered social- 
ist behavior. 

E. PROBLEMS OF SOCIALIST ECONOMIES 

The most important theoretical advantages of socialism, 
planning and goal -ori entation , paradoxically, create its most 
serious problems. While socialist states acknowledge that 
the role of central planning organizations is vital to the 
successful functioning of the economy, they tend to overlook 
or ignore the need for economic background and expertise 
among those chosen as members of the State Planning Commis- 
sion. Ideological concerns predominate instead. The result 
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is planning decisions that are ideologically acceptable; they 
may make little or no economic sense. 

Because economic decisions reflect ideology, there can be 
no flexibility in interpretation or implementation. To en- 
sure strict compliance with Party dictates, a huge bureau- 
cracy is necessary. The nature of bureaucratic organization 
contributes to the rigidity of the system and its inability 
to respond effectively and expeditiously to problems or po- 
tential opportunities. 

In addition to the adverse effects of ideology and bu- 
reaucracy, socialist countries compound their problems by at- 
tempting to conduct economic planning at the macro-economic 
level only. There is virtually no attempt to deal with the 
micro-economic issues that impinge on the productive capacity 
and capability of the enterprises. Problems of management 
and use of resources at operational levels are neglected. 

The combination of these ideological, bureaucratic, and 
macro-economic constraints serves to magnify any judgmental 
errors made in the planning process. Even if decisions were 
economically sound and carefully considered the relationship 
between macro-economic and micro-economic issues, the poten- 
tial for error increases as the number of decisions to be 
made increases. The vastness of the system creates its own 
environment for error. 

Beyond the problems created by centralized planning, so- 
cialist economies also suffer from the lack of an appropriate 
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pricing system. With restricted involvement in the interna- 
tional market pricing of goods and the lack of a domestic 
free market system, the socialist countries arbitrarily "fix" 
prices for economic items, without taking into account the 
factor costs for producing the items. In many instances, 
prices are artificially low and supplies of items are quickly 
depleted. In those cases, the government must intervene with 
rationing to prevent wide-spread disruption of the economy. 

This problem highlights another common feature of conven- 
tional socialist economi es--the consumer cannot affect type, 
number, or price of goods, even in the consumption market. 
Availability, style, and price of consumer items are deter- 
mined by central planners. Because there is no competition 
for consumer purchasing power, there is no incentive for con- 
sumption oriented enterprises to upgrade item quality; and 
because there is no danger that consumption oriented enter- 
prises will be forced to close because of poor quality prod- 
ucts, mediocre items that would not survive in a competitive 
environment have become the hallmark of the system. 20 

Despite the shortcomings of the conventional socialist 
system of economic development, it has proven to be a dynamic 
and dramatic force. It is capable of significant growth and 
influence. The principles of socialism are attractive to 
much of the worl d. 



20wi 1 czynski , pp. 217-219. 
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As previously mentioned, capitalist countries are adopt- 
ing socialist principles in limited i nstances--speci f i cal ly 
involving employee ownership of industrial plants and agri- 
cultural cooperati ves--to address employment problems or in- 
come distribution considerations. It is in the Third World, 
however, that Soviet-style socialism exhibits its greatest 
appeal. Many Third World countries are drawn to it because 
it affords them the means of rapid industrialization and dra- 
matic growth in production capacity. The intense desire of 
the Third World countries to "catch up" with industrialized 
countries in terms of economic development is used as justi- 
fication for adopting socialism. The fact that no country 
has approached Western standards of development by employing 
Soviet-style socialist practices does not reduce socialism's 
attractiveness to Third World leaders. 

More important than economic growth potential for many 
of these leaders, however, is socialism's appeal from an ide- 
ological perspective. It provides a rationale for central- 
ized control of all facets of political as well as economic 
life in the country. This concentration of power creates a 
ruling elite and also provides for its protection. Political 
leaders can justify government intrusion into social activi- 
of citizens, "legally" explaining any measures they deem to 
be necessary to maintain the system. For these reasons, the 
ambitions of many leaders are well served by adopting social- 
ist practices. 
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III. EAST EUROPEAN ECONOMIES 



A. COMMON DEVELOPMENT 

Between the end of World War II in 1945 and October 1949, 
when the German Democratic Republic (East Germany) was for- 
mally established, the Soviet Union consolidated its hold on 
Eastern Europe. An integral feature of the Communist Party 
rise to power in each country was the creation of a socialist 
economic system. In almost all of the countries, Soviet mil- 
itary power was needed to install the new government and to 
initiate the transition to socialism. It is not surprising, 
therefore, that the new socialist economies in Eastern Europe 
should have been essentially mi rror-images of the Soviet mo- 
del, the only functioning socialist system in existence at 
that time. (Even Tito in Yugoslavia patterned his original 
economic program on Soviet experience. It was only after the 
rift between Stalin and Tito that Yugoslavia launched its in- 
dependent economic policy.) 

After the imposition of Communist Party rule and social- 
ist economic order, each country began its five-year plan of 
initial development, roughly corresponding to the 1949-1953 
time frame. These years have come to be known as the Stalin- 
ization period, because of the complete domination Stalin 
exerted over Eastern European economies during this time. He 
demanded that each new socialist state follow exactly the 
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Soviet pattern of development. This meant strong emphasis 
on heavy industries and collectivization of farms. Thriving 
East European light industries and private farms were unac- 
ceptable remnants of capitalist influence. Relentless effort 
to eradicate these influences created the perception in the 
West, by the end of the 1950's, of the Eastern European coun- 
tries as mere satellites in the Soviet Union's orbit. 

This perception of the Eastern European countries as ex- 
tensions of the Soviet Union, in economic as well as politi- 
cal terms, persisted for many years. That these countries 
traded predominantly among themselves and concealed economic 
data from outside examination contributed to this perception. 

In contrast to Stalin's approach to economic development 
in Eastern Europe with its emphasis on conformity to the So- 
viet experience, Khrushchev wanted to create a supranational 
economic organization to take advantage of the different eco- 
nomic potential of each country. Under this plan, certain 
countries would concentrate on raw materials and agricultural 
products--primary products--f or supply to those countries 
with industrial capacity to process them. This would, theo- 
retically, maximize each country's potential contribution to 
the advancement of socialism. 

Khrushchev's plan met with resistance as had Stalin's be- 
fore him. Those countries designated as sources of primary 
products interpreted the plan as an attempt to restrict their 
devel opment--to prevent their industrialization and economic 
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advancement. In response to what they perceived to be Soviet 
exploitation. Eastern European Communist bloc countries began 
to develop economic policies that did not conform to the So- 
viet experience. These policies reflected the unique ethnic 
character and economic realities in each country. The period 
of detente in the early to mid-1970's provided opportunities 
for broad trade relations with the West and created an atmo- 
sphere for greater divergence from the Soviet model. 

B. ECONOMIC CHARACTERISTICS OF EASTERN EUROPEAN COMMUNIST 

BLOC COUNTRIES (EXCLUDING ROMANIA) 

Since the mid-1960's, the countries of Eastern Europe's 
Communist bloc have attempted to pursue individualistic ap- 
proaches to socialism. No country has abandoned or rejected 
the basic socialist principles of centralized planning and 
control; but each has modified these principles and incorpo- 
rated features which give its economy, in varying degrees, a 
unique, nationalistic stamp. In so doing, they have had dif- 
ferent degrees of success, both in improving economic condi- 
tions in the country and in maintaining good relations with 
the Soviet Union. 

1 . Bui gari a 

The Peoples Republic of Bulgaria is the smallest of 
the Eastern European economies. It is also one of the less 
developed countries of Eastern Europe. It is still primarily 
an agricultural state, but it has made significant strides 
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